The aim of this research is to test to what extent do the classifying variables of company size, technological level and subcontractor nature moderate on the causal relationship between a firm's innovative capacities and its competitiveness. To this end, we use a random sample of 861 manufacturing firms with 10 or more employees from the Basque Autonomous Community (in Spain), accounting for 26.29% of the population. Maximum sampling error is 2.87% for a 95% confidence interval. We start from a competitiveness general model of the firm, and set out under the resource based view of the firm, which had been previously tested and validated by Martinez (2009) for the whole sample. The model is formed with the constructs of management capabilities, innovative capabilities, marketing capabilities, quality capabilities, current competitiveness and future competitiveness. From this point, we test a set of alternative hierarchical models both for the total sample and for different divisions in sub-samples, according to the intervals of size in number of employees, OECD technological levels and firms' subcontractor character. The innovative capabilities construct is reflected in the items of radical product innovation, incremental product innovation, innovation in the production process, innovation in marketing, management innovation and the efforts in company workers' training and development. From all these items, previous descriptive data analysis showed that although product radical innovation was the most representative capability for superior innovativeness, it was at the same time the least evident from all the aforementioned items in the case of the analyzed Basque industrial companies. The analysis of results led us to conclude that the factor of innovative capabilities was the most influential on current competitiveness among the whole sample. In particular, as regards the size factor, this positive effect dilutes in the case of smaller companies. In the same manner, whereas in the case of the companies with higher technological level it is verified that the factor of innovative capabilities reveals crucial, in the group of firms with lower technological level the most relevant factor is quality. Also, the same effect is evidenced for the case of the subcontractor/non-subcontractor nature of the firms: The first ones show quality as the most relevant construct while for the second ones it is the innovative capabilities.
Introduction
Strategic management focuses mainly on identifying the factors that have more influence on competitiveness, as shown in the existing literature. The works that have studied the comparative effect of the internal firm's factors (firm effect), versus the external factors, conclude that the former is bigger than the latter (Rumelt, 1991; Roquebert, Phillips, & Westfall, 1996; Mauri & Michaels, 1998; Galán & Vecino, 1997; Fernández, Montes, & Vázquez, 1999; Claver, Molina, Quer, & Tarí, 2005, etc.) . Also, recent studies dealing with the firm effect, such as Martínez (2009), point out that, among the internal factors, innovation capabilities show the highest explanatory power on competitiveness in the case of industrial companies.
The main objective of our research is to delve into the study of the innovation effect (the effect of innovation capabilities on competitiveness, understanding them as an internal firm's factor) and to analyse how this effect is modulated by size, technological level and firm's subcontractor character variables.
To achieve this objective, we will use as starting point the explanatory model of competitiveness established in Martínez (2009) , as well as its generic sample consisting of 861 Basque manufacturing companies. A series of hierarchical models of lower order based on it will be set out, and these models will be tested over different sub-samples depending on the aforementioned variables (smaller versus larger companies, lower technological level companies, higher technological level companies, subcontractor character companies and non-subcontractor character companies).
The original competitiveness model was established from the Resource Based View of the firm 1 (Wernerfelt, 1984; Teece, 1986; Prahalad & Hamel, 1990; Barney, 1991; Grant, 1991; Amit & Schoemaker, 1993; Peteraf, 1993, etc.) . Its measurement scales were identified in an empirical way by means of a fieldwork consisting of interviews with managers.
An Explanatory Model of Competitiveness
As it has been pointed out, the starting model is set out in Martínez (2009) . This model, shown in Figure 1 (model 1), following the resource based view (RBV) establishes the relationship between four internal sources of competitiveness (management capabilities, innovation capabilities, marketing capabilities and quality capabilities) and the firm's performance, and in the same way, it poses management capabilities as a precedent of the other studied internal sources of competitiveness.
Every internal competitiveness factor in our study is conceptualized using the generic capability concept (O'Regan & Ghobadian, 2004) . The capabilities are the resources which help the most to reach the sustainable competitive advantage due to their complexity, higher tacit component, and specificity (Reed & DeFillipi, 1990) .
The relationship between "unique capabilities" 2 and performance is well established in the literature and has been researched from the different perspectives of the RBV (De Carolis, 2003, p. 35) . However, all firms have more generic capabilities that enable them to compete. While unique capabilities are specific of firms in particular competitive positions, generic capabilities are present in most firms and have a positive association with both strategy and overall organizational performance (O'Regan & Ghobadian, 2004, p. 293) . Therefore, the concept of 1 In the following RBV. 2 Regarded as nuclear (Prahalad & Hamel, 1990) , or distinctive (Selznick, 1957) .
generic capability presents a wider applicability than those of nuclear capability or distinctive capability. That is, since generic capabilities are not unique of a particular company, their research does not involve a deep analysis of every firm; on the contrary, it can be carried out using a firm's sample, as occurs in our case. Table 1 shows some of the works that back every established relationship up in a theoretical way, as well as the works that find empirical evidence of it.
Table 1 Studies That Support the Relationships Established in the Model

Innovation Capabilities Innovation Capabilities and Firm's Performance
There seems to be consensus, both in the academic and in the business spheres, which one of the firm's main resources is its technological knowledge, together with its capability to generate innovations (Galende, 2006) .
The technological factor and the capability to innovate have become a critical source of competitive advantage (Galende & Suárez, 1999) .
In spite of the dramatic increase in the literature addressing the role and nature of innovation, a widely-held consensus regarding how to define innovation has not been yielded yet. Innovation concept is complex and blurred; however, a common denominator underlies all its definitions: the newness concept (Johannessen, Olsen, & Lumpkin, 2001 ). The Oslo Manual defines innovation as "the implementation of a new or significantly improved product (good or service), or process, a new marketing method, or a new organisational method in business practices, workplace organisation or external relations".
The RVB emphasizes the importance of innovation as a source of competitive advantage (Hall, 1993; Carmeli, 2001 ). Prahalad and Hamel (1990, p. 82) point out that, in the long term, competitiveness derives from the possibility of creating technologies and essential skills be able to produce absolutely innovator products, at lower cost and a greater pace than the competitors. Likewise, the RBV is the most suitable perspective to analyse the mutual effect of other intangible resources (of human, commercial or organizational type) on innovative activities (Galende & Suárez, 1999) and to analyse the innovation process from the internal perspective (Leornard-Barton, 1992). Sales increase for the next three years with respect to the competitors of reference 0.812 Tether (2003) shows that the innovation capability is linked with an attitude and a set of practices and behaviours related to this attitude. Under this notion, innovation is a dynamic capability (Zollo & Winter, 2002, p. 340) . In the same way, Perdomo et al. (2006) considered the innovation capability of a firm as a wide and multi-dimensional concept enhancing several aspects of the firm (i.e., planning and commitment on the part of management, behaviour and integration, projects, knowledge and skills, information and communication and external environment).
In the case of manufacturing firms, there is a wealth of evidence in academic literature that shows a positive relationship between innovation and the firm's overall performance among the most recent (Kafouros, 2008 The previous arguments lead us to formulate the following hypothesis:
H 1 : Those firms with better innovation capabilities reach better performance. Table 2 shows the variables used for measuring the innovation capability of the firm. Like for the rest of the factors under study, a subjective with 5 item-Likert scale has been used. This scale resulted from a previous empirical fieldwork consisting of in-depth interviews with managers, and is theoretically supported by the Oslo Manual (OECD, 2005) "Guidelines for collecting and interpreting innovation data".
Relationship Between Innovation Capabilities and Size, Technological Level and Subcontractor
Character of the Firm
Returns on innovation depend on the firm's ability to develop technological innovations, but also may depend on the ability to exploit and appropriate the returns on technological developments (Griliches, 1979) , as well as on its ability to implement strategies that lead the firm to get economic benefit from innovation.
Trying to explain the variation in the returns on innovation, many scholars have argued that because technologically sophisticated firms participate in sectors where the understanding and the scientific knowledge related to innovation is rich and growing, and their innovative efforts significantly influence their performance (Clark & Griliches, 1984) . Empirical findings have supported these propositions, indicating that the returns on innovation tend to be very positive for high-tech firms (Griliches & Mairesse, 1984; Wang & Tsai, 2003) .
Other scholars have suggested that various factors such as economies of scale and scope, technical expertise and managerial qualities allow large firms to enjoy high returns on innovation (Mansfield, 1968) . However, the empirical findings concerning the role of firm size are inconclusive. Some studies indicate that the effects of innovation depend on firm size (Lichtenberg & Siegel, 1991; Cohen & Klepper, 1996) , whereas others found no evidence of such an association (Griliches, 1980; Wang & Tsai, 2003) .
Other authors, such as Kafouros (2008) , consider that along with size and technological opportunities of the sector, the internationalization degree of the firm also moderates the innovation capability-performance relationship. The internationalization factor is out of scope of our study, but nevertheless, due to the positive relationship showed between internationalization and size (Aguirre, Charterina, Idigoras, Martinez, & Matey, 2006, p. 171) , this factor could be considered to a certain extent implicit in the size factor.
In our study, as well as the moderating effects of firm size and technological level on the innovation capabilities-performance relationship, we want to test the differences in the innovation effect between subcontractor firms (those which manufacture under the request of their clients, in the majority of the cases without any decision capacity about the design or the technical characteristics of the product) and the non-subcontractor firms. Our interest in this issue is due to the relatively higher presence of subcontractor firms within the Basque industry compared to the rest of Spain. In fact, around 50% of the Basque manufacturers regard themselves as subcontractors in a higher or lower degree (Martínez, 2009, pp. 231, 307) . Then, there seems logical to pose that in the case of the subcontractor firms, because of the lower decision capacity on the product, the relationship between innovation capabilities and performance (innovation effect) is lower.
The previous arguments lead us to formulate the following hypotheses:
The innovation effect is moderated by the size of the firm, being higher for the bigger firms.
H 3 : The innovation effect is moderated by the technological level of the firm, being higher for the firms with higher technological level.
H 4 : The innovation effect is moderated by the subcontractor character of the firm, being higher for the non-subcontractor firms.
Characteristics of the Empirical Research
The empirical research consisted of two parts. The first part, of a qualitative and exploratory nature, had a main objective to determine the variables that characterise the internal factors included in our study (management capabilities, innovation capabilities, marketing capabilities and quality capabilities). The second part of the research carried out a statistical analysis in order to contrast the aforementioned hypotheses. Proceeding in this way means to follow the research maturity cycle, according to Malhotra and Grover (1998) . On the other hand, the joint use of qualitative and quantitative methods in the same study is called methodological triangulation (Denzin, 1970) . To be precise, following the mixed method classification by Creswell (1995) , our study can be considered a two-phased sequential study of equivalent status.
During the qualitative phase, the technique of information collection used was interviews with managers, being these managers chosen by means of a reputational sampling (Human & Provan, 1997) . Once the interviews were analysed, a series of focus groups were carried out within the research team in order to reduce the number of variables featuring each factor, taking into account that the measuring instrument to be used in the quantitative phase (questionnaire) must be as reduced as possible in order to make it operative. Table 2 shows the scales finally used to measure the studied factors, all of them consisting of 5 point-Likert items.
The field-work carried out on the second phase consisted of a telephone interview to managers of 861
Basque manufacturing companies 3 with 10 or more employees, which account for the 26.29% of such a population 4 . The committed random error is lower than 2.87% (for a confidence interval of 95% 
Analysis and Results
The hypothesis test was performed using hierarchical structural equation factorial models, all of which share a same measurement model, which is showed in Table 2 . More specifically, the measurement model results are showed after the corresponding reliability (Cronbach's alpha) and validity tests.
As it can be seen, the measurement model gives good convergent validity results, judging by the fact that all the specific factor measurement indicators show good convergent validity results. All of the standardized factor loadings are relatively high (greater than 0.600, according to Marsh & Hau, 1999) 5 . Also, it shows good discriminant validity results, as it is shown by the fact that correlations among the factors are not excessively high (no greater than 0.850, according to Kline, 2005, p. 73) 6 . Also, the general adjustment of the measurement model is optimum 7 .
From this initial measurement model, we analyse a series of hierarchical causal models, illustrated in Figure 1 .
All of them are derived from model 1 (tested by Martínez, 2009 ). Hierarchical models that are simpler than them (model 2 to model 7) are formed by means of suppressing one of the given causal relations proposed, or some of the factors, and keeping the innovation and competitiveness capabilities as a core 8 .
This proceeding manner of forming and testing different hierarchical models follows a recommendation for the use of structural equation modelling (Kline, 2005, p. 64) 9 . Table 3 shows the testing results for the 7 models considering the whole sample (described in section 4). Note. The highest value for each case is in bold letters. 5 In the case of items P 8 and P 9 , which charge on two factors, we would use as validity indicator the fact that the coefficient of the error term is less than 0.800 (value corresponding to a single factor loading of 0.600). The error coefficients for P 8 and P 9 are 0.706 and 0.596, respectively. Therefore, the model follows Marsh and Hau's rule (1999) . 6 As it can be seen, the highest estimation for a correlation between factors (F 1 -F 2 ) is 0.746, less than 0.850. 7 Originally, for a model it was considered a good fit obtaining NFI (Bentler-Bonett normed fit index, Bentler & Bonett, 1980) and CFI (Comparative fit index, Bentler, 1990 ) values higher than 0.900 (Bentler, 1992) . However, more recently it was recommended to reach a value of 0.950 (Hu & Bentler, 1999) . As regards the RMSEA (Steiger-lind root mean square error of approximation, Steiger & Lind, 1980) , values lower than 0.050 indicate a good fit, and values of up to 0.080 represent a reasonable approximation of error (Browne & Cudeck, 1993) , with the lower limit value of the confidence interval at 90% (Steiger, 1990 ) below 0.050, and an upper limit not too much over 0.050 (Kline, 2005, p. 139) . 8 In the case of model 7, starting from model 6, apart from the decision of eliminating the management capabilities factor, it is allowed for the error from P 8 to covariate with the error from P 9 , following the recommendation of the Lagrange test of multivariate multiplicator. This decision brings a considerable reduction of the χ 2 value of the model, and thus a good increase of its general fit. 9 Despite it, studies such as MacCallum et al. (1993) or MacCallum and Austin (2000) , which analyze articles that use this technique (SEM) in scientific literature, show that researchers are reluctant to fulfill this commitment.
As shown in Table 3 , for the case of all the models the direct effect from innovation on competitiveness (i.e., the innovation effect) 10 is positive, significant and the greatest one in absolute terms. Therefore, this confirms H 1 .
Though not formally hypothesized, it is worth mentioning that quality capabilities, in model 2 and model 4, do exert a significant positive influence moderating management capabilities, over present competitiveness.
Exactly, this happens when there is no direct effect from the former over the latter. In consequence, it is an evidence of the mediating effect from quality capabilities with respect to management capabilities.
Next, the 7 models are tested with 6 different sub-samples, enabling us to determine to which extent the relationship between the innovation capabilities and competitiveness is influenced by company size, its technological level, and its subcontractor character. Table 4 shows the characteristics of the general sample and the sub-samples used. a The median value from the sample is 36 employees; b For the case of the sample partitions according to the subcontractor character, the sum from both sub-samples does not form a complete sample, as there were 18 missing cases (Don't know/Don't answer). Table 5 , Table 6 and Table 7 show the contrast results for these sub-samples. Each model presents its NFI (Bentler-Bonett normed fit index, Bentler & Bonett, 1980) 11 general goodness of fit value. The factorial regression function showed in all cases is the corresponding for factor F 9 (current competitiveness) 12 , with non-standardized coefficients of the direct effects among the factors, as well as the z robust coefficient 13 (in parenthesis).
In Table 5 , if we compare the effect from innovation capabilities to any of the other considered (internal) effects on competitiveness, we could conclude that the explaining power from the innovation capabilities on competitiveness increases along with company size, which confirms H 2 . In fact, in all the models, the most determinant factor of competitiveness for the larger size-group is the innovation capabilities factor. However, for the case of the smaller firms, despite the importance of the innovation effect, the most important effect is the quality capabilities factor 14 . It seems that as companies grow in size the advantages from the quality dilute in favour of the innovation capabilities, and to a lesser degree in favour of the management and marketing capabilities 15 . These results seem to agree with the empirical evidence that relates company size with the establishment of quality management systems. For example, it has been evidenced that middle sized and large companies tend to succeed more than the smaller ones in the application of the ISO 9000 system (Climent, 2004) .
These results seem to show that the quality issue loses relevance as an antecedent of competitiveness for larger companies, compared to SMEs (small and mid-sized) companies, where differences do exist. However, the analysis of the current literature does not seem to show unanimously whether company size represents a help or an obstacle over innovativeness or over innovation capabilities. On the one hand, there is 14 Although the effect from the quality factor is greater than that from the innovation factor, for the case of the smaller companies group the innovation effect results significant for an alpha of less than 5% in all cases, except for model 1 for which significance level is around 6%. 15 Nevertheless, the effects from management and marketing are not significant for the majority of the cases. theoretical evidence pointing to the fact that a smaller size favours flexibility in comparison to larger and vertically integrated companies (Piore & Sabel, 1984) . On the other hand, there is empirical evidence backing the idea that SMEs tend to be more dynamic in product innovations (Acs & Audretsch, 1990) . Contrary to this, there is research showing that bigger enterprises have a bigger internal knowledge-base (Cohen & Levinthal 1990) , as well as the benefits from economies of scale, or the availability of financing that allows them to invest on innovation projects (Huergo & Jaumandreu, 2004; Cefis & Marsili, 2005) . In this sense, the evidence that seems to come up from the results here obtained is that larger companies can develop more easily internal innovative capabilities in order to obtain competitive advantage. Again, for the rest of the presented models (5, 6 and 7), a clear feature is the coincidence in the importance of the innovative capabilities over competitiveness, no matter the company size, especially when the direct (positive) effect from management capabilities is taken out.
As it is shown in Table 6 , the positive effect from innovation capabilities is clearer in the case of mid-upper and upper OECD technological groups. This confirms H 3 . For the case of companies with higher technological level, the most determinant factor is the innovation capabilities. On the contrary, for the lower and mid-lower group, it is the quality capabilities. In fact, we observe that the effect from quality turns negative in the case of the upper and mid-upper group, and in some cases, with a statistically significant level.
For a more complete and satisfactory explanation of this phenomenon, it seems necessary to perform an analysis considering the technological issue with greater detail, and considering more specific factors than the ones included here. There is empirical evidence showing that the use of quality management practices does not exert a direct effect on innovative performance. On the contrary, it has been obtained that they do show a positive relationship if it is moderated by factors such as the capacity for R&D management or the organizational learning (Camisón, Puig, & Flores, 2009 ). On the other hand, previous studies point to the idea that both quality and innovation management are processes that show a very different pattern depending on the industry. In the biotech industry, it is capital for any business to team up in networks, to the extreme that the less interconnected ones are more prone to fail (Powell et al., 1996) . In particular, companies from this industry must possess the ability to outperform in the generation of scientific contributions and, at the same time, be efficient at the correct evaluation of what other companies are doing. Other studies have stressed on the importance of teaming up with partners in industries such as information technologies (Cloodt, Hagedoorm, & Roijakkers, 2006) . Table 7 shows the greater effect that the innovation capabilities factor has on non-subcontractor companies, which confirms our hypothesis H 4 . For the case of subcontractor firms (i.e., those that produce under the specifications of a design given by other companies, with little or no capability to decide on it or on the technical features of the product), the fundamental factor for competitiveness is the quality capabilities, and this significant relationship dilutes in the case of non-subcontractor companies.
Therefore, we see in general that innovation capabilities seem as the most determinant factor for competitiveness among those companies that are of larger size, upper technological level and of non-subcontractor character, whereas the quality capabilities factor shows most determinant for competitiveness among companies that are smaller, of lower technological level and of a subcontractor character.
To summarize, these three analyzed control variables are related among themselves as it is shown in Table 8 . 
Conclusions
Companies with superior innovation capabilities are characterized by the frequent addition of incremental product innovations, their capacity to develop and market radically innovative products, a continuous investment on the production and commercial processes, and for a well focused and significant investment on their employees' training and development.
Specifically, among the variables that had been cited by managers as most important, the variable measuring its capability to develop and market radically innovative products is the one which most intensely reflects the innovative capabilities of the company, followed by the one measuring their capability for the introduction of incremental product innovations, the one measuring the capability to innovate on production and commercial processes, the one evaluating their capability to innovate in management and administration, and lastly, the one measuring the investment in training and development of their personnel.
Companies with superior innovative capabilities reach a higher performance, evidenced in a greater level of growth in sales and greater profitability compared with reference competitors.
In any case, the relationship between innovation capabilities and competitiveness is moderated by the company size, technological level of the sector to which it belongs, and its subcontractor character. Thus, the effect of innovation on competitiveness is of a higher degree among the companies of a bigger size, higher technological level and those which do not show a subcontractor character, compared to those companies of a smaller size, lower technological level and subcontractor character.
In fact, for those companies of the first group, the innovation capabilities factor is, among all the internal factors analysed, the one with the greatest explaining power, whereas for the case of the second group of companies, the most determinant internal factor is their quality capability, although the innovative capabilities are also important.
On the other hand, we observe that there is a relationship among the three control variables analysed, such as that smaller enterprises tend to show a lower technological profile and a subcontractor character, whereas bigger companies tend to show a higher technological level and not to be subcontractor companies.
Limitations and Future Lines of Research
A study on the sources of competitiveness always confronts the decision about which sources to include and which not. A comprehensive study would be impossible, especially for the case of an empirical study like ours.
Therefore, the main limitation should be considered liable to the essence of the very research, including only the management, innovation, quality and marketing capabilities. Also, the characterizing of the analysed factors has been limited to a set of items per factor (at an initial stage, just three to five per factor), due to restrictions imposed by the use of quantitative techniques of analysis based on survey data.
As regards the use of a qualitative exploratory method, which consisted on in-depth interviews to managers, it allowed us to design scales that were simple and of easy understanding, aiming to be applicable to a large sample of companies of great diversity in terms of size and type of industry. We are aware that by proceeding in this manner, and not from the use of previously tried and validated scales in the extant literature may be criticisable. However, we can assure that the used items are those that described best, in the opinion of the interviewed managers, each of the factors that were studied for the particular case of the Basque industry.
Also, although the empirical study here performed included up to seven different models to compare, there were no alternative model considering the (supposed) causal relations among the three studied capabilities of marketing, innovation and quality, times the different alternatives coming from changing the direction of the causal relation. In future analyses we will introduce new relations among these, as well as new factors. In this manner, we could generate hierarchical models of superior value, providing more support to the hypotheses here tested, together with new ones. This could also allow us to perform a more exhaustive analysis of the relationship between innovation and quality capabilities, something that seems necessary, to the light of the results here obtained.
In the same manner, for a future we devise the study of the moderating effect from other variables, such as the company internationalisation or its legal form, on the effect between innovation capabilities and performance.
Last but not least, the study relied on cross-sectional data, but it would have been preferable a long-sectional basis in order to study the time effect of the main causal relation, especially between innovation and quality capabilities and performance.
